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CHAPTER ONE
INTRODUCTION

This is the third volume of a three-volume final report presenting the results of the
evaluation of the expanded EBT demonstration in Maryland. Volume 1 describes the process
followed by the system vendor and by federal, state and local officials as they endeavored to
design, develop and implement the Maryland EBT system.! Volume 2 describes the impacts of
the demonstration EBT system on administrative costs, float, and benefit loss and diversion.>
A summary of the major findings presented in the three-volume final report is available

as a separate document.3

1.1 PROJECT OVERVIEW

Over the past ten years, the Food and Nutrition Service (FNS) of the U.S. Department
of Agriculture has been investigating an alternative method of issuing and redeeming benefits
in the Food Stamp Program. This method, called electronic benefits transfer (EBT), eliminates
the use of paper food stamp coupons and implements a computer system, together with a point-
of-sale (POS) terminal network and plastic magnetic-stripe EBT cards, to handle benefit issuance
and redemption.

The technical feasibility of EBT was demonstrated when the first EBT system became
operational in February 1985, serving approximately 3,400 food stamp recipients.® An
evaluation of that demonstration concluded that recipients, food retailers, and financial
institutions preferred the EBT system to the use of food stamp coupons, and that their costs of
participating in the Food Stamp Program were lower under EBT. Administrative costs of the

1. Margaret Hargreaves and Paul Elwood, The Evaluation of the Expanded EBT Demonstration in Maryland,
Volume 1: System Startup, Conversion and Expansion. Cambridge, MA: Abt Associates Inc., May 1994.

2. Christopher Logan et al., The Evaluation of the Expanded EBT Demonstration in Maryland, Volume 2:
System Impacts on Program Costs and Integrity. Cambridge, MA: Abt Associates Inc., May 1994.

3. John Kirlin, The Evaluation of the Expanded EBT Demonstration in Maryland.: Summary of Findings.
Cambridge, MA: Abt Associates Inc., May 1994.

4. John A. Kirlin, Developing an Electronic Benefit Transfer System for the Food Stamp Program.
Cambridge, MA: Abt Associates Inc., August 1985.

Prepared by Abt Associates Inc. 1



Chapter One: Introduction

EBT system, however, were much higher than those of the coupon issuance system it replaced.’
Subsequent system changes lowered costs somewhat, but they were still more than triple the
paper costs.5

In 1988, FNS enlisted state and local governments to cohduct additional EBT
demonstrations. The new "state-initiated” demonstrations were intended to serve as more
realistic models for future EBT initiatives. It was also expected that EBT’s administrative costs
within the Food Stamp Program would be lower due to cost-sharing with other public assistance
programs and with commercial electronic funds transfer networks.” Successful demonstrations
were implemented in Ramsey County, Minnesota and in New Mexico, where EBT systems
combining food stamp and cash assistance benefits became operational in 1992. An evaluation
of these systems confirmed that EBT can be cost-competitive with coupon issuance systems, at
least in a relatively small-scale demonstration environment.®

The Maryland EBT demonstration was initiated, with the encouragement of the U.S.
Office of Management and Budget, to test whether EBT could be technically feasible and cost-
competitive on a large-scale. In November 1989, a pilot project was implemented by TransFirst
Corporation, under contract to the Maryland Department of Human Resources (DHR), in the
Park Circle District of Baltimore. The system served six assistance programs: the Food Stamp
Program, Aid to Families with Dependent Children (AFDC), Bonus Child Support (BCS), Non-
Public Assistance Child Support (NPACS), Public Assistance for Adults (PAA), and the
Disability Assistance Loan Program (DALP).?

Under the terms of the contract, the pilot project could be expanded statewide after it
reached a steady state of operation in Park Circle and after DHR received approval for

5. William L. Hamilton et al., The Impact of an Electronic Benefit Transfer System in the Food Stamp
Program. Cambridge, MA: Abt Associates Inc., May 1987.

6. John A. Kirlin et al., The Impacts of the State-Operated Electronic Benefit Transfer System in Reading,
Pennsylvania. Cambridge, MA: Abt Associates Inc., August 1989,

7. Electronic funds transfer is a process by which funds are transferred electronically between bank accounts.

8. John A. Kirlin et al., The Impacts of the State-Initiated EBT Demonstrations on the Food Stamp Program.
Cambridge, MA: Abt Associates Inc., June 1993.

9. Until December 1992, the Disability Assistance Loan Program was called General Public Assistance.

Prepared by Abt Associates Inc. 2



Chapter One: Introduction

expansion from FNS and the U.S. Department of Health and Human Services’ Family Support
Administration (later renamed the Administration for Children and Families, or ACF, and
hereafter referred to as ACF). Federal approval would be contingent on the project’s cost-
effectiveness. .

The pilot EBT system was fully implemented in 1990, serving about 5,000 recipients.
Preliminary cost analysis findings, issued in October 1990, suggested that although the pilot
program was cost-effective overall and had the potential to reduce food stamp issuance costs if
implemented statewide, the system would not be cost-effective for AFDC issuance. As a result,
a new cost-sharing agreement, the Single Administrative Grant (SAG), was negotiated in August
1991 between DHR, FNS and ACF. This agreement capped federal reimbursements per case
to their level under paper issuance, making the project cost-neutral to both federal agencies.
Simultaneously, the EBT contract was transferred to Deluxe Data Systems. TransFirst continued
as a subcontractor to Deluxe, processing EBT transactions and adding recipients until Deluxe
developed its own EBT system. TransFirst’s obligations ended with the conversion of the
Maryland EBT caseload to the Deluxe EBT system in July 1992. By July 1993 the system was
fully implemented statewide, serving nearly 168,000 households. 1

1.2 OBJECTIVES OF THE EVALUATION AND THIS REPORT
The evaluation of the expanded Maryland EBT demonstration has four major objectives:

(1) To describe the process by which the expanded Maryland EBT system was
designed, developed and implemented statewide.

(2) To determine whether it is possible to design and operate a large-scale, multi-
program EBT system that costs no more than current benefit issuance systems, yet
is secure and acceptable to participants.

(3) To assess the impact of the Maryland EBT system on agency loss within the food
stamp and cash assistance programs and on benefit diversion within the Food
Stamp Program.

10. Further details on aspects of the Deluxe system design and the process of system conversion and
expansion are provided in Volume 1 of the report, Hargreaves and Elwood, op. cit.

Prepared by Abt Associates Inc. 3



Chapter One: Introduction

(4) To assess the impact of the Maryland EBT system on stakeholders (recipients,
retailers, and financial institutions), with a focus on the costs these groups incur
to participate in the food stamp and cash assistance programs.

This report addresses the fourth objective. Volume 1 of the evaluation’s final report

addresses the first objective, and Volume 2 addresses the second and third objectives.

The Maryland EBT demonstration is unique because it is the first demonstration to test
a statewide EBT system. Statewide expansion greatly increases the scale of the demonstration,
which is important from an operations and research perspective because key aspects of an EBT
system (e.g., system performance and client service) might suffer as demonstration resources
are spread over a larger, more spread-out caseload. The Maryland demonstration also represents
the first time an EBT system has been implemented in rural areas of a state as well as in
urbanized areas. One of the goals of the evaluation is to determine whether such expansion
affects impacts on stakeholders or administrative costs.

With respect to the evaluation’s examination of the impacts of the EBT demonstration
on recipients, retailers, and financial institutions, this report addresses one issue that no previous
evaluation of an EBT system has dealt with, plus two issues that no other evaluation to date
could. First, for the first time, the evaluation addresses the impacts of an EBT system on
participants in cash assistance programs such as AFDC. While some previous EBT demonstra-
tions have included cash assistance programs, evaluations of those demonstrations focused solely
on impacts within the Food Stamp Program. Second, this report examines whether the Maryland
EBT demonstration has had any impact on caseload size within the food stamp and cash
assistance programs. That is, did the presence of the EBT system encourage otherwise eligible
clients to enroll in, or induce existing clients to leave, any of the participating programs? The
small scale of previous demonstrations did not permit meaningful research on this topic.
Finally, because some check cashing organizations in Maryland assisted in issuing food stamp
benefits to recipients prior to the introduction of EBT, and all check cashing organizations were
available to cash public assistance checks, this evaluation examines the impact of the EBT

demonstration on these organizations.

Prepared by Abt Associates Inc. 4



Chapter One: Introduction

1.3 RESEARCH METHODS

The analysis of EBT system impacts on recipients, retailers, and financial institutions
is based primarily on a pre/post research design that included two major surveys of each group:
one prior to the introduction of EBT and one after EBT had been implemented throughout the
state. Pre-implementation surveys gathered information on costs incurred by each group to
participate in the paper-based issuance systems, in which recipients received benefits in the form
of food stamp coupons and public assistance checks. Post-implementation surveys obtained
similar data on participation costs under EBT issuance. The post-implementation surveys also
asked participants for their reactions to the new EBT system, especially which issuance system
they preferred and why.

Most estimated system impacts are the difference in pre/post measures. A general
weakness of a pre/post research design is that factors other than the intervening treatment (here,
the EBT system) also can cause pre/post differences in outcome measures. Research designs
often can be strengthened by randomly assigning subjects to treatment and control groups, or
by using a comparison group and then comparing the pre/post differences in the control or
comparison group with the differences in the treatment group. Random assignment, however,
was not operationally feasible for the Maryland EBT demonstration. Similarly, selecting a
comparison state for data collection was not considered feasible due to the difficulty of finding
a fully comparable state and the constraints on evaluation resources. Where possible, however,
the evaluation’s pre/post design has been strengthened by taking into account non-EBT factors
that might have caused pre/post differences. For instance, the pre/post surveys of retailers and
financial institutions employed a longitudinal design to control for inter-store and inter-bank
variation in wage structures and operating environments. As another example, the frequency
of new-hires at retail stores was held constant across periods when estimating system impacts
on training costs.

In addition to the surveys, trained observers recorded transaction times of food stamp
and other purchases at retailers’ checkout counters before and after system implementation to
assess possible impacts of the EBT system on stores’ checkout productivity—one of the
components of retailers’ participation costs. After the system had been implemented, observers
also recorded the time customers spent at automated teller machines (ATMs) during periods of
peak and non-peak EBT usage to determine the system’s impacts on ATM use.

Prepared by Abt Associates Inc. 5



Chapter One: Introduction

Finally, because many different factors can affect food stamp and cash assistance
program caseloads, the evaluation employs an econometric analysis of monthly caseloads and
benefits within each of three programs (food stamps, AFDC and DALP) before and after EBT
implementation to assess whether EBT had a discernible impact on caséload sizes or average
monthly benefits. The monthly caseload and benefit data were provided by the Maryland
Department of Human Resources.

1.4 ORGANIZATION OF THE REPORT

This report consists of six chapters, including this Introduction. Chapter Two addresses
EBT system impacts on program recipients, especially their costs to participate in the food stamp
and cash assistance programs. Chapter Three examines system impacts on monthly caseloads
and average monthly benefit levels. Chapter Four presents the analysis of system impacts on
food retailers within the state. The fifth chapter reports on system impacts on check cashing
organizations, and Chapter Six addresses the impacts of the EBT system on financial institutions
that participate in the redemption of program benefits under the paper-based and EBT issuance
systems.

A "highlights” section in each chapter’s introduction summarizes major findings. A
number of technical appendices provide additional information on research methods, data
collection efforts, and supplementary analyses.

Prepared by Abt Associates Inc. 6






